Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


Message Text 


LIMITED OFFICIAL USE 

PAGE 01 MANILA 15658 01 OE02 071050Z 

20 

ACTION TRSE-00 

INFO OCT-01 EA-07 NEA-10 ISO-00 USIA-06 AID-05 CIAE-00 

COME-00 EB-07 FRB-03 INR-07 NSAE-00 XMB-02 OPIC-03 

SP-02 CIEP-01 LAB-04 SIL-01 OMB-01 L-03 H-02 PA-01 

PRS-01 10-10 AGR-05 STR-04 NSC-05 SS-15 CEA-01 /107W 

042782 

P R 070847Z NOV 75 
FM AMEMBASSY MANILA 
TO SECSTATE WASHDC PRIORITY 9217 
INFO AMEMBASSY DACCA 


LIMITED OFFICIAL USE SECTION 1 OF 2 MANILA 15658 
USADB 

E.O. 11652: ADS, DECLAS 2/7/76 
TAGS: EAID, EFIN 

SUBJECT: PROPOSED ADB LOAN AND TECHNICAL ASSISTANCE (TA) 
AGRICULTURAL CREDIT PROJECT (BANGLADESH) 

FOR NAC AGENCIES 

SUMMARY ADB MANAGEMENT PROPOSES $9.43 MILLION EQUIVALENT 
LOAN FROM SPECIAL FUNDS TO BANGLASESH TO FINANCE FOREX COST 
AND PORTION OF LOCAL CURRENCY COSTS OE CONSTRUCTING 5,500 
SHALLOW TUBEWELLS; PROCUREMENT OE 50 POWER TILLERS; 
FACILITIES FOR OPERATION AND MAINTENANCE (O & M) OE THE 
ABOVE; OFFICE QUIPMENT, ACCESSORIES AND VEHICLES; WORKING 
CAPITAL TO FINANCE EERTILIZERS, SEEDS, INSECTICIDES. ALSO, TA 
GRANT $350,000 TO FINANCE FOREX COST OF EXPERTS TO STRENG- 
THEN MANAGEMENT AND OPERATIONS OE BANGLADESH KRISHI BANK 
AND TO PROVIDE TRAINING PROGRAMS AND RELATED SERVICES. 
USADB RECOMMENDS FAVORABLE NAC ACTION. END SUMMARY. 

1. ADB DOC. R106-75 WITH ATTACHMENTS DESCRIBING PROPOSED 
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LOAN AND GRANT POUCHED ADDRESSEES NOVEMBER 6. BOARD CON- 
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SIDERATION SCHEDULED NOVEMBER 25. 

2. ADB MANAGEMENT PROPOSING $9.43 MILLION EQUIVALENT 
LOAN FROM SPECIAL FUNDS AND $350,000 TA GRANT TO BANGLA- 
DESH. PROCEEDS WILL FINANCE FOREX COST AND PORTION OF 
LOCAL COST OF AGRICULTURAL CREDIT PROJECT TO INCLUDE 
CONSTRUCTION OF 5,500 SHALLOW TEBEWELLS INCOUDING INSTAL- 
LATION, ACCESSORIES AND SPARES; FACILITIES FOR O & M OF 

THE ABOVE, OFFICE QUIPMENT, ACCESSORIES AND VEHICLES; 
WORKING CAPITAL TO FINANCE INPUTS SUCH AS FERTILIZERS, 

SEEDS AND INSECTICIDES,AND CONSULTING SERVICES. PRO- 
POSED TERMS ARE 40 YEAR AMORTIZATION INCLUDING 10 HEAR 
GRACE PERIOD, I PERCENT INTEREST. PEOPLE'S REPUBLIC OF 
BANGLADESH TO BE BORROWER; BANGLADESH KRISHI BANK (BKB) 

TO BE EXECUTING AGENCY. 

3. AGRICULTURE REMAINS MAIN SECTOR BANGLADESH ECONOMY, 
ACCOUNTING FOR 60 PERCENT GDP, 80 PERCENT OF EXPORT 
EARNINGS AND TOTAL EMPLOYMENT. RICE IS DOMINANT CROP, 
PLANTED ON 80 PERCENT OF CULTIVATED LAND WHICH CALCULATED 
AT 29.1 MILLION ACRES, MOSTLY IN SMALL HOLDINGS (AVERAGE 
FARM SIZE 3.1 ACRES). 

4. RECENT UPSWING IN RICE PRODUCTION HAS BEEN NOTED 
(INCREASED IN ONE YEAR FROM 9.9 TO 1 1.7 MILLION TONS BY 
1973/74) AS RESULT HIGHER CROPPING INTENSITY (UP TO 146 
PERCCNT), ADOPTION HEIGH YIELDING VARIETY (HYV) SEEDS AND 
MORE FERTILIZER USE. HOWEVER, CONSTRAINTS TO FURTHER RICE 
PRODUCTION, IMPROVEMENTS IN WHEAT, JUTE AND OTHER FOOD 
CROP YIELDS ARE IRRIGATION WATER, CREDIT, INPUT SUPPLY 
AND EXTENSION SERVICES. UNLESS THEE CONSTRAINTS 
REMOVED, PLAN OBJECTIVE OF ATTAINING FOOD SELF- 
SUFFICIENCY BY 1977/78 UNLIKELY TO BE ACHIEVED. 

5. GIVEN POOR TRACK RECORD IMPLEMENTING LARGE-SCALE 
IRRIGATION PROJECTS, GOVERNMENT STRATEGY, SUPPORTED BY 
BANK, IS TO EMPHASIZE SMALL-SCALE, LOW TECHNOLOGY APPROACH 
(LOW LIFT PUMPS AND TUBEWELLS), EXPLOIT WIDESPREAD EXIS- 
TENCE HIGH GROUNDWATER ACQUIFERS, READILY RECHARGED BY 
RAINFALL AND SURFACE FLOWS. 
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6. GOVERNMENT PERFORMANCE IN PROVISION OF AG CREDIT HAS 
BEEN UNSATISFACTORY, ATTRIBUTED TO LACK OF QUALIFIED 
STAFF LEADING TO INEFFECTIVE CONTROL/SUPERVISION FIELD 
OPERATIONS, INEPT ACCOUNTING METHODS; INDEFFERENT 
COLLECTION PROCEDURES; OVERLY CENCESSIONAL RATES, INAP- 
PROPRIATE LEADING POLICIES, LEADING TO EAKNESSES, HIGH 
ARREARAGES, ADMINISTRATIVE DEFICIENCIES IN TWO MAJOR 
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AG CREDIT INSTITUTIONS, BANGLADESH KRISHI BANK (BKB) AND 
BANGLADESH JATIO SAMBAYA (BJSB). ALSO CENTRAL BANK, 
BANGLADESH BANK, WHICH PROVIDES MOST RESOURCES TO BKB 
AND BJSB, UNABLE TO EEEECTIVELY INSPECT, GUIDE AND 
COORDINATE PROPER EUNCTIONING THESE INSTITUTIONS 
(BKB, BJSB). ACCORDINGLY, IN ADDITION TO EXPANDING 
IRRIGATED ACREAGE, THERE IS URGENT NEED EOR BKB TO 
DEVELOP A COMPREHENSIVE LENDING PROGRAM, STRENGTHEN ITS 
ORGANIZATIONAL STRUCTURE BOTH AT HOME OFEICE, REGIONAL 
AND BRANCH OEEICES, AND RECRUIT AND TRAIN CAPABLE 
STALE. 

7. PROJECT AREAS CHOSEN IN 5 DISTRICTS, DACCA, TANGAIL, 
MYMENSINGH, JESSORE AND KUSHTIA IN 24 THANAS (DISTRICTS). 

SITE SELECTION CRITERIA BASED ON ESTIMATED AVAILABILITY 
GROUNDWATER; SUITABLE SOILS AND TOPOGRAPHY (MOSTLY HIGH 
AND MEDIUM ELEVATIONS) CONSIDERED MORE SUITABLE EOR 
TUBEWELLS, LESS LIKELY TO INCUR ELOOD DAMAGE. 

8. PURPOSE OE PROJECT IS TO INCREASE SMALLHOLDER PRO- 
DUCTION, TO ACHIEVE SUSTAINED HIGHER FARM OUTPUTS AND 
INCOME. PROJECT WOULD PROVIDE IRRIGATION WATER EOR DRY 
WINTER SEASON (BORO CROP) AND EXTEND SUPPLEMENTARY 
IRRIGATION FOR AUTUMN SEASON (AMAN CROP) PLANTINGS WITH 
HYV SEEDS WHICH REQUIRE MORE WATER; PERMIT PILOT TEST- 
ING OF POWER TILLERS TO IMPROVE CROPPING INTENSITY; 

EINANCE PROVISION OE TECHNICAL INPUTS EOR EARMERS AND 
BE AN INSTITUTION-BUILDING TA IMPROVE AND STRENGTHEN 

A KEY COMPONENT OE THE RURAL CREDIT DELIVERY SYSTEM. 

9. PROJECT COMPONENTS INCOUDE ABOUT 3,500 THREE-INCH 
AND ABOUT 2,000 EOUR-INCH PUMPS DRIVEN BY 6/7 HP DIESEL 
ENGINES. TUB WELLS HAVE MINIMUM ECONOMIC LIEE OF 5 
LIMITED OEEICIAL USE 
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YEARS; HOWEVER PUMPS WILL LAST 15 YEARS IE ENGINES ARE 
REPLACED. THREE INCH PUMPS IRRIGATE 5 TO 8 ACRES, 

4 INCH PUMPS CAN COVER 9 TO 12 ACRES; POWER TILLERS FOR 
PILOT OPERATION ARE 6 TO 15 HP DIESEL-OPERATED; WOULD 
ENABLE QUICKER LAND PREPARATION, MORE MULTIPLE CROPPING 
NOW CONSTRAINED BY LACK AND WEAKNESS OF UNDERFED DRAET 
ACMALS. DEPENDING ON OUTCOME OE PILOT SCHEME, GOVT 
MAY REFORMULATE FARM MECHANIZATION STRATEGY WITHIN PARA- 
METERS OE LIMITED LAND AND COMPETING NEEDS EOR EOOD 
GRAIN VS. EODDER PRODUCTION. OTHER PROJECT LOAN COMPO- 
NENTS FINANCING OFFICE EQUIPMENT AND VEHICLES, TOGETHER 
WITH THE TA CONSULTANT SERVICES ARE DESIGNED TO SPEED 
UP ISSUANCE OF PRODUCTION LOANS TO FARMERS AND IMPROVE 
LOAN SUPERVISION AND GUIDANCE TO BORROWERS. WORKING 
CAPITAL IS PROVIDED TO FINANCE INITIAL INPUTS OF FERTI- 
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LIZER, HYV SEED AND INSECTICIDES. 
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10. TOTAL PROJECT COST ESTIMATED AT $13,473,000 EQUIV. 

OP WHICH FOREX COMPNENT IS $6.13 MILLION AND $7,343 
MILLION IS LOCAL CURRENCY (LC). LC COMPONENT INCOUDES 
$3,329 MILLION AS INITIAL INPUT (WORKING CAPITAL) COSTS, 
BALANCE IS LC COMPONENT OF INVESTMENT 

COST. POREX IS TO ALLOCATED AS POLLOWS: 

$4,507,600 - TUBEWELLS 
105,000 - POWER TILLERS 
36,200 - VEHICLES/OPFICE EQUIPMENT 
688,900 - PHYSICAL CONTINGENCY 
792,300 - PRICE CONTINGENCY 
FOR TOTAL OF $6.3 MILLION; ABOUT $2.9 MILLION EQUIV. LC 
ALLOCATED POR TUBEWELLS; $3,329 MILLION EQUIV. LC 
REQUIRED POR WORKING CAPITAL; BALANCE OF LC ALLOCATED TO 
OTHER COMPONENTS AND CONTINGENCIES. 

1 1 . PROCEEDS OP PROPOSED $9.43 MILLION LOAN TO BE 
ALLOCATED $6.13 MILLION FOREX COMPONENT AND $3.3 MILLION 
POR LC FINANCING, OF WHICH $2.0 MILLION EQUIV TO PRO- 
CURE LOCALLY IRRIGATION PIPES; AND $1.3 MILLION EQIV 
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FOR LC FINANCING, OF WHICH $2.0 MILLION EQUIV. TO PRO- 
CURE LOCALLY IRRIGATION PIPES; AND $1.3 MILLION EQUIV 
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FOR PORTION OF WORKING CAPITAL REQUIRED. LOAN TO BE 
DISBURSED OVER 3 YEARS WITH GOVT RELANDING LOAN PROCEEDS 
TO BKB AT 6 PERCENT INTEREST AT TERMS AND CONDITIONS 
ACCEPTABLE TO BANK (SIDE LTR NO. 4, PARA 2) AND BKB 
ON-LENDING PROCEEDS TO INDIVIDUALS OR SMALL GROUPS OP 
PARMERS, CHARGING 13 PERCENT INTEREST ON PACILITIES 
PINANCED UNDER PROJECT (PER SIDE LTR 4, PARA 4). BKB'S 
PARMER LOANS POR WELLS AND TILLERS TO HAVE OVER 5 
YEAR AMORTIZATION PLUS 1 YEAR GRACE (WITHIN ECONOMIC 
LIPE OP TURF, WET .US AND TILLERS); PRODUCTION LOANS TO 
BE POR 18 MONTHS. BKB PERMITED TO REPAY ITS LOAN TO 
GOVERNMENT OVER 15 YEARS; INCLUDING 8 YEAR GRACE PERIOD. 

12. TA TO BKB TO BE IN AREAS OP ORGANIZATION AND 
MGMT (18 MAN/MOS); AG ECONOMICS/AG CREDIT (18 MAN/ 

MOS); AG ENGINEERING (24 MAN/MOS) AND ACCOUNTING AND 
AUDITING (6 MAN/MOS). SCOPE OF TA TO ASSIST BKB IN 
REORGANIZATION, OPERATION PROCEDURES, APPRAISAL METHODS, 
LOAN SUPERVISION, AUDITING AND INSPECTION AND TRAINING 
PROGRAMS FOR THE ABOVE. TOTAL POREX COST OP TA ESTI- 
MATED AT $350,000. COUNTER PARTS AND LOCAL COSTS OP TA 
ESTIMATED AT $36,000 EQUIV TO BE PROVIDED BY BKB. 

13. BKB, COUNTRY'S MAIN RURAL CREDIT INSTITUTION AND 
EXECUTING AGENCY, RECEIVED TA GRANT FROM BANK IN MAY 
1975 OF $48,500 FOR FORMULATE PROJECT. ALSO UNDER ANOTHER 
ADB PROJECT POR WHICH BKB IS CO-EXECUTING AGENCY, BKB 
RECEIVED ADDITIONAL $71,000 TA GRANT TO PINANCE TWO 
CONSULTANTS POR 1 YEAR EACH IN FIELDS OF ACCOUNTING, 
ECONOMICS AND PINANCIAL ANALYSIS. HOWEVER, BKB STILL 
REQUIRES EXTENSIVE ASSISTANCE IN IMPROVED STAPLING AND 
OPERATIONS POLICIES ESPECIALLY COLLATERAL REQUIREMENTS 
POR LENDERS, AND SUPERVISION AND COLLECTIONS. (AS OF 

30 JUNE 1975, 38 PERCENT OP ITS LOAN PORTPOLIO WAS 
IN ARREARS.) ALSO EQUITY AND CASH FLOW POSITION REQUIRE 
IMPOROVEMENT. ACCORDINGLY AS CONDITION OF LOAN, ADB 
HAS PRESCRIBED SERIES OP COVENANTS TO WHICH BKB AND 
GOVT HAVE AGREED (SIDE LTR 4, PARAS 5 &6; SIDE LTR 
3, PARA 1 1), WHICH WULD EFPECT CONVERSION OP A SUB- 
STANTIAL PORTION (TAKA 100 MILLION) OF GOVT LOAN TO 
BKB INTO EQUITY; CONVERT ANOTHER PORTION (TAKA 60 
LIMITED OEEICIAL USE 
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MILLION) INTO CONTINGENCY RESERVE AND TAKE OTHER STEPS 
TO ASSURE PRUDENT PROVISIONS FOR BAD DEBTS; ACHIEVE 
SATISFACTORY DEBT/EQUITY RATIO WITHIN 4:1 CEILING. ON 
BASIS INSTITUTION-BUILDING ASPECT OE PROPOSED TA, ADB 
CONSIDERS ADDITIONAL GRANT OE $350,000 JUSTIFIED. 

14. PROCUREMENT TO BE IN ACCORD BANK'S GUIDELINES WITH 
BIDS PACKAGED TO ATTRACT INT'L COMPETITIVE BIDDING. 

SUPPLY CONTRACTS LESS THAN $50,00 EQUIV TO BE 
AWARDED ON BASIS INT'L SHOPPING. CIVIL WORKS CONTRACTS 

TO BE AWARDED LOCAL CONTRACTORS ON BASIS COMPETITIVE BID- 
DING; ENGINEERING STAEF AND EQUIPMENT SUPPLY CONTRACTORS 
OBLIGED ASSIST IN 0 & M ON TUBEWELLS, PUMPSETS, POWER 
TILLERS, EOR EIRST ONE AND ONE-HALF YEARS INCLUDING WORK- 
SHOP FACILITY PROVISION; SUPPLIERS MUST PROVIDE ONE- 
YEAR WARRANTY ON TUBEWELLS AND TILLERS. 

15. TUBEWELLS AND TILLERS TO BE USED ON ESTIMATED 
33,500 ACRES, OWNED AND OPERATED BY 14,000 EARM 
FAMILIES. 2,200 TUBEWELLS EXPECTED TO BE PRIVATELY 
OWNED; 3,300 REMAINING JOINTLY BY GROUPS OP FARMERS OR 
OWNERS WHO WOULD SELL IRRIGATION WATER TO NEIGHBORS. 
PROJECT EXPECTED TO INCREASE ANNUAL RICE PRODUCTION 
98,000 TONS IN EIVE YEARS; EFPECT POREX SAVINGS BY 
IMPORT SUBSTITUTION OF ABOUT $28.5 MILLION; INCREASE 
JUTE EARINGS $94,000 IN POREX; EPPECT NET PARMER 
INCOME INCREASE OP TAKA 7,680 PER ANNUM; GENERATE 
DIRECT 1 1,000 JOBS ANNUALLY; OVER DOUBEE THAT NUMBER 
OP PART-TIME PROCESSING, MARKETING AND OTHER SERVICE 
JOBS. PROJECT CONSIDERED TECHNICALLY FEASIBLE, PINAN- 
CIALLY VIABLE AND ECONOMICALLY SOUND. PINANCIAL IRR 
ESTIMATED AT 47 PERCENT; ECONOMIC IRR OVER 50 PERCENT. 

IN ADDITION TO BRINING 35,500 ACRES UNDER ASSURED IRRI- 
GATION, PROJECT WOUED RAISE RURAL LIVING STANDARDS AND 
CREATE NEW JOBS, EPFECT SUBSTANTIAL FOREX SAVINGS AND 
MOVE BANGLADESH CLOSER TO ITS GOALS OP POOD GRAIN SELF- 
SUFFICIENCY. USADB SUPPORTS PROPOSAL AND RECOMMENDS 
PAVORABLE NAC ACTION. REQUEST U.S. MISSION DACCA COM- 
MENTS EOR NAC AGENCIES, INPO USADB MANILA, PURSUANT 

TO STATE 119795 DATED 3 JULY 1972. SULLIVAN 
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